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Learning outcomes
1. Looking for (and finding) the necessary information to perform a correct analysis of
banking markets and monetary policy.
2. Dealing with different resources: the ECB Data Warehouse and national central
banks, Eurostat, national statistics institutes, etc.
3. Calculating and interpreting the main financial system indicators – following the
theoretical notions studied in this subject – in order to be able to write a report
within the highest standards of quality.
4. Considering the results released in reports published by the most relevant
international organizations: ECB, European Bank Authority (EBA), national central
banks, etc.
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Some basic indicators
1. Retrieve from the ECB’s website data on bank’s total assets,
customer deposits, and loans to the private sector for the Euro area
and Italy, from January 2005 to November 2016. Compute and plot
the following ratios:
a) Loans to total assets.
b) Deposits to total assets.
c) Loans to deposits.
d) Equity multiplier.
José Manuel Mansilla Fernández                                            Exercise 1                      Economics of Financial Intermediation (CLEF)
Some basic indicators
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Source: European Central Bank and own elaboration.
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Some basic indicators
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Source: European Central Bank and own elaboration.
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Bank regulatory capital and solvency
2. Retrieve and represent the following ratios for the Euro area and
Italy:
a) Capital buffer
b) CET 1 ratio
c) TIER 1 capital ratio
d) Solvency ratio
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Bank regulatory capital and solvency
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Bank regulatory capital and solvency
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Bank regulatory capital and solvency
Let’s talk about what is the “2016 – EU Wide Stress Test ”
•The European Banking Authority performed a test aimed at providing supervisors,
banks and market participants with a common analytical framework to compare the
resilience of large EU banks and the EU banking system to adverse shocks.
•The starting point of the stress tests was a weighted average of CET 1 capital ratio of
13.2% as of end-2015.
•The impact of the adverse scenario demonstrates the value of this capital strengthening
as the weighted average CET1 capital ratio falls by ‐380bps2 bringing the ratio across
the sample to 9.4% at the end of 2018.
Capital depletion of 269 billion EUR.
Credit risk losses of 349 billion EUR contributing -370bps to the impact on the CET1 ratio.
The remaining losses are due to opeational risks.
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Bank regulatory capital and solvency
Main results of the stress tests (EBA, 2016: 3)
José Manuel Mansilla Fernández                                            Exercise 1                      Economics of Financial Intermediation (CLEF)
Profitability
3. Retrieve and represent the following ratios for the Euro area and
Italy:
a) Return on Assets (ROA).
b) Return on Equity (ROE).
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Profitability
The main measures of profitability employed by the literature are
the Return on Assets (ROA) and the Return on Equity (ROE).
The computation of both variables proceeds as follows:
𝑅𝑂𝐴 =
𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡𝑠 𝑏𝑒𝑓𝑜𝑟𝑒(𝑎𝑓𝑡𝑒𝑟) 𝑡𝑎𝑥𝑒𝑠
𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑒𝑒𝑡𝑠
𝑅𝑂𝐸 =
𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡𝑠 𝑏𝑒𝑓𝑜𝑟𝑒 (𝑎𝑓𝑡𝑒𝑟) 𝑡𝑎𝑥𝑒𝑠
𝐸𝑞𝑢𝑖𝑡𝑦 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
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Profitability
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Source: European Central Bank and own elaboration.
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Efficiency
4. Retrieve and represent the following ratios for the Euro area and
Italy:
a) Cost-to-income ratio.
b) Operating-expenses to total assets.
c) Non-interest income to total assets.
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Efficiency (Flow variables, intentionally wrong result)
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Efficiency
Source: European Central Bank and own elaboration.
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Bank market structure and competition
5. Retrieve the necessary information from the Wold Bank – Global
Financial Indicators database and represent the following indicators
for the Euro area, Germany, Italy, and Spain:
a) Lerner index.
b) Boone indicator.
c) H-statistics.
d) 5-bank asset concentration index (C-5).
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Bank market structure and competition
a) The Lerner index is a measure of market power in the banking market. This
index is defined as the capacity of the bank to set output prices above its
marginal cost.
𝐿𝑒𝑟𝑛𝑒𝑟𝑖 =
𝑃𝑖 −𝑀𝐶𝑖
𝑃𝑖
b) The Boone indicator is a measure of degree of competition in the banking
market. This index is calculated as the elasticity of profits to marginal costs.
To obtain the elasticity, the log of profits (measured by return on assets) is
regressed on the log of marginal costs. The estimated coefficient (computed
from the first derivative of a trans-log cost function) is the elasticity.
The more negative the Boone indicator, the higher the degree of competition
is because the effect of reallocation is stronger.
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Bank market structure and competition
c) H-Statistics (Panzar and Rose, 1982) is a measure of degree of competion in
the banking market. It measures the elasticity of banks revenues relative to
input prices. Under perfect competition, an increase in input prices raises
both marginal costs and total revenues by the same amount, and hence the
H-statistic equals 1. Under a monopoly, an increase in input prices results in a
rise in marginal costs, a fall in output, and a decline in revenues, leading to
an H-statistic less than or equal to 0.
d) C-5 measures the degree of competion in the banking market. This index
represents the concentration of assets for the five largest banks in the
market.
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Bank market structure and competition
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Bank market structure and competition
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Monetary aggregates
6. Obtain the necessary information to calculate the money
multiplier, and the money velocity for the Eurozone between
2000.Q1 and the latest available data.
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Monetary aggregates
Instrument: M0, i.e. base money.
Intermediate target: M2 (deposits / credit). 
Ultimate objective: Inflation and GDP.
Money multiplier (M2 / M0)is an indicator of 
the transmission of the monetary policy in the
first step of the process. 
Money velocity (GDP / M2) is an indicator of 
the transmission at step 2.
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